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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor 
Texas Instruments Incorporated 
Dallas, Texas
MULTISTATE TAX COMPACT
The October 1967 Tax Forum reviewed 
some of the more important features of the 
Multistate Tax Compact which at that time 
had been introduced in approximately one 
half of the state legislatures. Since that time 
18 states have adopted the Multistate Tax 
Compact and have become regular members 
of the Commission created under the Compact 
to make recommendations for simplicity and 
uniformity in the various state laws and to 
issue rulings and regulations to the states for 
their adoption. The states now under the 
Compact are Arkansas, Colorado, Florida, 
Hawaii, Idaho, Illinois, Kansas, Missouri, Mon­
tana, Nebraska, Nevada, New Mexico, North 
Dakota, Oregon, Texas, Utah, Washington, 
and Wyoming. In addition, 14 states have 
joined the Commission as associate members— 
Alabama, Alaska, Arizona, California, Indiana, 
Louisiana, Massachusetts, Michigan, New York, 
Pennsylvania, South Dakota, Tennessee, Vir­
ginia, and West Virginia. Because of the im­
pact this is now having on state tax matters, 
it seems appropriate to review the action 
taken by the states and by the Commission 
since 1967 and also to review some of the 
problems which exist.
The most significant of the Compact pro­
visions is that relating to the allocation and 
apportionment of income for state tax pur­
poses. Under the Compact provisions, a tax­
payer whose income is derived from activities 
in more than one state can elect to apportion 
and allocate his income under the existing 
state laws or, alternatively, he can use the 
allocation and apportionment formula set out 
in the Uniform Division of Income for Tax 
Purposes Act. The Uniform formula provides 
for the specific allocation of certain types of 
financial income to the jurisdiction of the tax­
payer’s business domicile or to the jurisdiction 
in which the property giving rise to the income 
is located. Examples of income specifically 
allocated are dividends, rents and royalties, 
and gains from the sale of capital assets. All 
other income is apportioned among the juris­
dictions through the use of a three-factor 
formula based on the ratio of sales, property, 
and payroll within the state to sales, property, 
and payroll everywhere.
In applying the apportionment formula 
under the Uniform Act, the only factor which 
creates substantial confusion for the large mul­
tistate taxpayer is the sales factor. Sales are 
generally attributed to a state on a destina­
tion basis, but there are two exceptions. Sales 
are attributed to the state from which the 
shipment originated (1) when the U. S. Gov­
ernment is the purchaser and (2) when the 
purchaser is located in a state where the seller 
is not taxable. The seller is clearly taxable 
in a state if he is subject to a net income 
tax, a franchise or capital stock tax, or a 
franchise tax measured by net income. The 
Uniform Act provides that the seller is also 
taxable in a state if the state has jurisdiction 
to tax, but simply has not exercised its juris­
diction. This will depend upon the taxing 
statutes of the state and the extent of the 
taxpayer’s activities in the state.
If a corporation’s only activity in the state 
is the solicitation of orders for the sale of 
tangible personal property, the state’s power 
to impose any kind of a net income or fran­
chise tax is limited by a federal law. Since 
the state is powerless to exercise its jurisdic­
tion in this case, the corporation would prob­
ably not be taxable in the state for the purpose 
of the Uniform Act. However, if the corpora­
tion has a sales office in the state from which 
sales are solicited the state may impose a net 
income tax which is fairly apportioned, but 
not a tax on the privilege of doing business 
in the state. Even though some so-called privi­
lege taxes are measured by net income and 
are fairly apportioned, they cannot be im­
posed on corporations engaged exclusively in 
interstate commerce. If the corporation is 
exempt from tax because the state tax is 
classified as a privilege tax, then the corpora­
tion would be considered to be taxable for 
the purpose of the Uniform Act, as the state 
could exercise its jurisdiction to tax by chang­
ing the imposition of the tax. The State of 
New York changed its corporation franchise 
tax law in 1969 to accomplish this very pur­
pose.
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Another area of confusion in applying the 
sales factor under the Uniform Act is the 
treatment of sales to the U. S. Government. 
Most states which have adopted the Uniform 
Act (and this includes many not under the 
Compact) have adopted the language which 
attributed Government sales to the state of 
origin of the shipment. However, some states 
have excluded this particular provision and, 
therefore, sales to the Government are at­
tributed on a destination basis. A notable 
example is Virginia, which has many Govern­
ment installations and comparatively little 
industry. This means that a California manu­
facturer selling to a U. S. agency in Virginia 
will have to attribute such sales to both states. 
The Compact requires substantial adoption 
of the Uniform Act, or else the taxpayer is 
permitted to compute his taxable income under 
the Act. The question arises as to whether 
this type of exception is considered substantial 
by the Commission. There is some indication 
that this is not considered a substantial de­
parture; however, it is clear that the result 
is double taxation, which the Compact seeks 
to avoid.
Most of the states in the Compact have 
adopted the Uniform Act for apportionment 
purposes. In these states the taxpayer has no 
election to make. Colorado and Missouri have 
different formulas of long standing and permit 
taxpayers to use the Uniform formula as an 
alternative. Colorado uses a two-factor formu­
la based on sales and owned property, and 
Missouri uses a one-factor formula based on 
sales only.
A significant accomplishment of the Com­
mission in the area of sales and use taxes is 
the adoption of the following uniform juris­
dictional standard which has been recom­
mended as a provision in each state’s sales 
and use tax law:
“A vendor is required to pay or collect and 
remit the tax imposed by this Act if within 
this state he directly or by agent or other 
representative
I. Has or utilizes an office, distribution 
house, sales house, warehouse, service enter­
prise or other place of business, or
2. Maintains a stock of goods, or
3. Regularly solicits orders whether or not 
such orders are accepted in this state, unless 
the only activity is solicitation by direct mail 
or advertising via newspapers, radio or tele­
vision, or
4. Regularly engages in the making of house­
hold deliveries of property in this state other 
than by common carrier or U. S. mail, or
5. Regularly engages in any activity in 
connection with the leasing or servicing of 
property located within this state.”
The standards adopted reflect generally the 
United States Supreme Court decisions re­
lating to the power of the states to require 
collection of sales and use taxes. They are 
much less stringent than the standards which 
some of the states have attempted to apply 
and, therefore, should not be subject to any 
serious criticism by the business community.
TAX REFORM BILL
The Tax Reform Bill was signed by the 
President only three days before it was neces­
sary to send this issue to the printers. Un­
fortunately, it was too late for accurate cov­
erage in this issue. However, several columns 
will be devoted to some of the extensive new 
provisions which will take effect in 1970 and 
1971. Special attention should be given to 
this new tax law by every member of the 
accounting profession, as there are many pro­
visions which will have long-term impact on 
some types of transactions. It is easy to fall 
into expensive traps during a transition period 
with a tax bill of this magnitude. Through 
careful planning, some of the pitfalls might be 
avoided.
SMALL BUSINESSMEN CAN BRACE FOR MORE "ASSISTANCE" FROM THE I.R.S.
Independent retailers and other small companies present the most acute problem of "noncompliance," 
I.R.S. Commissioner Thrower finds. Many times, a failure to pay taxes due is inadvertent, he believes. 
It springs from inadequate accounting, rather than dishonesty. "Where records are poor, bookkeeping 
is poor, and we frequently find that accounting for tax purposes is poor," Thrower says.
"We all recognize that this is an area where our assistance has to be increased," he declares, 
sympathizing that finding reasonably priced accounting talent is a major problem for many small firms. 
Thrower has held preliminary talks with the Commerce Department on fresh forms of Federal help, he 
reports. He also would like to see coordinated efforts by state and local governments, as well as 
Federal agencies, to reduce "the amount of paper work imposed on small businessmen."
WALL STREET JOURNAL,
November 5, 1969
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